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FOREIGN PRESS ASSOCIATION LUNCHEON, SAID HE HOPED THAT 
DECISIONS WILL BE ANNOUNCED IN A WEEK'S TIME "WHICH 
WILL GIVE STERLING A STABILITY OVER A LONG PERIOD." 

HE HOPED AGREEMENT IN PRINCIPAL ON A SOLUTION TO THE 
PROBLEM OF STERLINL BALANCES COULD BE ANNOUNCED AT THE 
SAME TIME AS NEXT WEEK'S ECONOMIC MEASURES, NOW 
SCHEDULED TO BE PRESENTED TO PARLIAMENT ON THE EVENING 
OF WEDNESDAY, DECEMBER 15. THE PRESS SPECULATES THAT 
PROGRESS IS BEING MADE INTERNATIONALLY ON AT LEAST A 
DECLARATION OF INTENT ABOUT TALKS ON THE FUTURE OF THE 
BALANCES ALTHOUGH THE DETAILS ARE NOT LIKELY TO BE RE- 
SOLVED UNTIL EARLY NEXT WEEK. 

CABINET DISCUSSIONS CONTINUED YESTERDAY ON THE 
CONTENTS OF THE ECONOMIC PACKAGE TO BE ANNOUNCED. THE 
CABINET REPORTEDLY MET FOR THREE HOURS YESTERDAY MORNING 
AN D RESUMED ITS SESSION LAST NIGHT. ACCORDING TO AN 
INFORMED SOURCE, WHAT THE CABINET IS DISCUSSING IS A 
PACKAGE CONSISTING OF EXPENDITURE CUTS OF 1 BILLION 
POUNDS PLUS SAVINGS ON INTEREST COSTS OF 500 POUNDS. 
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THE GUARDIAN REPORTS THAT THE POSSIBLE SALE OF BRITISH 
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PETROLEUM SHARES WORTH SOME 500 MILLION POUNDS IS 
LIKELY TO BE DROPPED IN THE FACE OF WIDE OPPOSITION TO 
THE IDEA BOTH IN CABINET AND AMONG BACK BENCHERS. SUCH 
A SALE WAS RUMOURED TO BE PART OF THE PACKAGE TO REDUCE 
THE PUBLIC SECTOR BORROWING REQUIREMENT. OBJECTIONS TO 
THE SALE CENTERED ON THE LOSS OF ONE OF THE FEW PROFIT 
ABLE NATIONALLY OWNED ENTERPRISES JUST WHEN NORTH SEA 
AND ALASKA PROFITS WERE BEGINNING TO FLOW. FURTHERMORE, 
THE INTERPRETATION GIVEN TO MONDAY'S STATEMENT BY 
ROBERT SHELDON (SEE YESTERDAY'S SITUATION REPORT), 
APPARENTLY RULING OUT INCREASES IN VAT AND EXCISE 
DUTIES, IS BEING TERMED POSSIBLY INCORRECT. 

THE ULTIMATE DECISION WILL DEPEND ON HOW SUCCESS- 
FUL MINISTERS ARE IN AGREEING TO PUBLIC SPENDING CUTS 
OF ABOUT 1 BILLION POUNDS IN 1977/78. IF THERE IS A 
GAP, IT COULD BE MADE UP BY INDIRECT TAX INCREASES. 

THE PRIME MINISTER HAS CONTINUED TO DEFEND HIS 
LIMITED FREEDOM OF MANEUVER IN THE AREA OF ECONOMIC 
POLICY OPTIONS. IN THE COMMONS, THE PRIME MINISTER WENT 
OUT OF HIS WAY TO STRESS THAT NO SOFT OPTIONS ARE AVAIL- 
ABLE TO THE GOVENMENT IN REDUCING THE SIZE OF THE 
PSBR AND THAT THE RESULTS WOULD BE PAINFUL. HE REFUSED 
TO GIVE ASSURANCES THAT SPENDING ON SOCIAL SERVICES AND 
OTHER "SACRED COWS" WOULD BE SPARED FROM REDUCTION. 
CALLAGHAN DENIED THAT MEASURES UNDER CONSIDERATION COULD 
BE CHARACTERIZED AS PROPOSALS FOR SAVAGE DEFLATION BUT 
HE DID ADMIT THAT THE DEFINITION OF SAVAGE WAS ALL 
IMPORTANT. 

AN INFORMED SOURCE SAYS CALLAGHAN IS (PRIVATELY) 
EXPLAINING THAT HIS DECISION FINALLY TO SIDE WITH THE 
"CUTTERS" WAS FOUNDED ON THE ISSUE OF CONFIDENCE. 

THE TIMES SAYS THAT CALLAGHAN ERODED THE POSITION 
OF THE "ANTI-DEFLATIONISTS", INCLUDING THE CROSLAND- 
LEVER GROUP AS WELL AS THE LEFT, "WHICH HAD BEEN BASED 
ON THE ARGUMENT THAT THE MAIN WAY TO OVERCOME BRITAIN'S 
ECONOMIC DIFFICULTIES WAS AN INTERNATIONAL LOAN WHICH 
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WOULD PROVIDE A ’SAFETY NET' BY PROTECTING... STERLING 
BALANCES. THE PRIME MINISTER IS UNDERSTOOD TO HAVE 
TOLD HIS COLLEAGUES THAT BOTH.. .SCHMIDT.. .AND.. .SIMON... 

HAD TOLD HIM THEY WOULD EXPECT A DEFLATIONARY PACKAGE 
FROM BRITAIN. WHETHER THAT WAS IN THE CONTEXT OF AN 
AGREEMENT TO RAISE AN INTERNATIONAL LOAN TO UNDERPIN 
BRITAIN'S STERLING BALANCES IS NOT KNOWN, BUT IT WAS 
BEING SAID LAST NIGHT THAT AFTER MR. CALLAGHAN'S STATE- 
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MENT THE ANTI-DEFLATIONIST CAMP INSIDE THE CABINET WAS 
IN DISARRAY." 

2. MARKET SENTIMENT ON STERLING. STERLING ROSE 1 .45 
CENTS YESTERDAY ON CHANCELLOR HEALEY'S STATEMENT IN- 
DICATING A POSSIBLE SOLUTION TO THE PROBLEM OF STERLING 
BALANCES. HOWEVER, THE UNDERLYING MARKET TREND FOR 
STERLING REMAINS NERVOUS AND CAUTIOUS. THERE WILL BE 
UNCERTAINTY IN THE MARKET UNTIL THE PRECISE DETAILS OF 
THE IMF PACKAGE ARE ANNOUNCED. TRADING SPREADS WHICH 
WIDENED YESTERDAY FROM FIVE TO 20 BASIS POINTS AS 
STERLING WENT UP IN THE MARKETS AGAINST OTHER CURRENCIES 
WERE CITED AS AN INDICATION OF UNCERTAINTY IN THE 
MARKETS, ALTHOUGH THE TRADE WEIGHTED DEVALUATION ALSO 
IMPROVED, NARROWING FROM 45.4 AT MONDAY'S CLOSE TO 44.6 
AT TUESDAY'S CLOSE. VOLUME HAS NOT BEEN HEAVY ALTHOUGH 
RELATIVELY SMALL AMOUNTS STILL MOVE THE RATE NOTICEABLY. 
NEITHER HAVE ANY LARGE SELLERS OR BUYERS BEEN OBSERVED. 
THERE WAS SOME EXPECTATION THAT STERLING WOULD WEAKEN 
THIS THURSDAY AS RESERVES WERE DEPLETED BY $1.6 BILLION 
TO REPAY THE CENTRAL BANK-U.S. TREASURY CREDIT LINE, 
ALTHOUGH THE CHANCELLOR'S STATEMENT ABOUT A SOLUTION TO 
THE STERLING BALANCES SEEMS TO HAVE COUNTERED THIS 
POSSIBILITY. VIEWS ARE DIVIDED ABOUT THE MARKET IMPACT 
OF THE IMF PACKAGE. THE MARKET GENERALLY SEEMS WILLING 
TO GIVE THE UK THE BENEFIT OF THE DOUBT, PROVIDED THE 
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IMF DECLARES ITSELF SATISFIED WITH THE PROGRAM THAT THE 
UK WILL INCLUDE IN ITS LETTER OF INTENT. HOWEVER, SOME 
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SENIOR FOREIGN EXCHANGE DEALERS ARE TAKING AN TM FROM 
MISSOURI" ATTITUDE, INDICATING THAT A REALLY CONVINCING 
PROGRAM IS NEEDED AND QUESTIONING THE GOVERNMENT S 
POLITICAL WILL OR ABILITY TO SEE ONE THROUGH THE NEXT 
TWO YEARS. IN EFFECT, THEY SAY THAT ON PAST HISTORY 
AND PERFORMANCE, THERE ARE NO GROUNDS FOR OBJECTIVE 
OPTIMISM. ALL THIS SAID, THE RUN UP TO THE END-OF-YEAR 
HOLIDAY SEASON, WITH VACATIONS BEING TAKEN, AND END OF 
YEAR WINDOW DRESSING, CLOSING OF POSITIONS AND TIDYING 
UP LEADS TO A MARKET EXPECTATION THAT THERE WILL BE A 
QUIET PERIOD AT LEAST THROUGH THE FIRST OR SECOND WEEK 
IN JANUARY, DURING WHICH TIME THE UK PACKAGE WILL STAND 
A BETTER CHANCE OF OBJECTIVE APPRAISAL THAN IF IT HAD 
BEEN INTRODUCED DURING ANOTHER TIME DURING THE CALENDAR 
YEAR. 

3. BALANCE OF PAYMENTS. BRITAIN'S BALANCE OF PAYMENTS 
DEFICIT NARROWED BY NEARLY 1.1 BILLION POUNDS IN THE 
THIRD QUARTER OF 1976. THE IMPROVEMENT CAME FROM THE 
CAPITAL ACCOUNT AS THE OUTFLOW OF OFFICIALLY HELD 
STERLING BALANCES SLOWED SUBSTANTIALLY; THEY WERE DOWN 
TO 2.76 BILLION POUNDS AT THE END OF SEPTEMBER. 

COMBINED CURRENT AND CAPITAL ACCOUNT DEFICIT LEFT A 
GAP OF 848 MILLION POUNDS TO BE FINANCED FROM OFFICIAL 
SOURCES. THIS WAS ACHIEVED BY A 309 MILLION POUND 
DRAWDOWN OF SHORT TERM CREDITS MADE AVAILABLE BY 
FOREIGN CENTRAL BANKS, BORROWING UNDER THE EXCHANGE 
COVER SCHEME OF 492 MILLION POUNDS AND THE SALE OF 47 
MILLION POUNDS FROM BRITAIN'S OFFICIAL RESERVES. THE 
DATA ALSO REVEAL THAT BRITAIN DREW A TOTAL OF 1.545 
BILLION DOLLARS OF THE 5.3 BILLION DOLLAR STANDBY CREDIT 
FACILITY, DUE TO BE REPAID DECEMBER 9. FOR THE FIRST 
THREE QUARTERS OF 1976 THE CUMULATIVE BALANCE OF PAY- 
MENTS DEFICIT WAS 3.414 BILLION POUNDS OF WHICH 1.938 
BILLION WAS IN THE CAPITAL ACCOUNT. 
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4. BANKING FIGURES - CREDIT SQUEEZE LIKELY. THE 
LATEST FIGURES ON BANK LENDING COVERING THE PERIOD 
THROUGH NOVEMBER 17 INDICATE THAT BANKS AS A GROUP HAD 
EXPANDED THEIR INTEREST BEARING ELIGIBLE LIABILITIES 
(IBELS) AT A RATE IN EXCESS OF THAT PERMITTED UNDER THE 
SO-CALLED CORSET REGULATIONS INTRODUCED IN MID-NOVEMBER. 
TO AVOID THE PENALTIES INVOLVED FOR OVER-SHOOTING THE 
ALLOWABLE IBELS GROWTH RATE OF 3 PERCENT, THE BANKS MAY 
HAVE TO REDUCE THEIR LENDING UNDER EXISTING CREDIT 

LINES AND PERHAPS REFUSE TO EXTEND NEW LOANS TO PERSONAL 
BORROWERS. 

5. FOREIGN EXCHANGE AND FINANCE. AMID TECHNICAL INDI- 
CATIONS OF A POSSIBLE DROP IN THE MINIMUM LENDING RATE 
(MLR), THE GILT MARKET SHOWED EARLY STRENGTH. ENTHUSI- 
ASM WANED LATER IN THE DAY AS THE GOVERNMENT SIGNALLED 
THAT IT WAS NOT PREPARED TO SEE A DROP IN MLR. THE 
GOVERNMENT ALSO ANNOUNCED A NEW 500 MILLION POUND LONG 
TAP STOCK (GILT) TO REPLACE THE ISSUE SOLD OUT ON 
MONDAY. 

THE FT INDEX OF 30 INDUSTRIALS ROSE 9.7 TO 319.8, 

ITS BEST LEVEL IN TWO MONTHS. VOLUME IMPROVED FROM THE 
LOW LEVELS WHICH HAVE CHARACTERIZED TRADING OF LATE. 

STERLING ROSE TO $1.6715 TUESDAY, A GAIN OF 1.45 
CENTS ON THE DAY. THE MAIN INFLUENCE WAS THE 
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CHANCELLOR-S REFERENCE TO PROGRESS ON STERLING BALANCES. 
THE POUND OPENED TODAY AT $1.6670. 
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